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ADDRESS BY MALLAM ADAMU CIROMA, GOVERNOR,
CENTRAL BANK OF NIGERIA, ON THE OCCASION OF THE
ANNUAL DINNER OF THE NIGERIAN INSTITUTE OF BANKERS
ON THURSDAY, 24TH JUNE, 1976.

May I now briefly turn to the Institute. You indicated
last year that your Institute had only one year more to
operate as a Local Centre of London, and I understand
that your registration formalities to this effect have almost been completed. I can only wish you every success
in this onerous venture, which would entail a lot of hard
work and sacrifice and honesty of purpose by all the
members of the Institute.
You can count on the cooperation and assistance of
the Central Bank in achieving your objective, and I am
sure the Bankers Committee whose initiative brought
about the birth of Lagos Local Centre thirteen years
ago, will continue to offer its moral and financial assistance to ensure the orderly and rapid growth of the
Nigerian Institute of Bankers.
As you are all aware, I am new, in the professional
sense, to this important club of the banking community.
I must say that I have so far found the experience both
interesting and instructive.
This occasion has been traditionally used to review the
performance of the economy and to comment on major
problems facing the banking system. Since the postponement of the Annual Dinner in February, there have been
some rapid changes in the economy. The Head of State
has announced budget for the 1976-1977 fiscal year and
has launched "Operation Feed the Nation" programme.
Since you are all conversant with the details of the
budget and the measures already taken, I shall not
bother to repeat them. Suffice it to say that the objective
of all the measures is to increase supply of goods and
services in order to reduce inflation in the economy. As
you are aware, the rapid accumulation of large excess
reserves within the commercial banking system in the
past three years continues unabated. The monthly average volume of Liquid assets increased by 29, 52 and 76
per cent, respectively, in the three years up to 1975, and
at 1,556 million Naira in 1975, it was three times that
of 1970. The liquidity ratio, on the average, was 66.0
per cent during the period compared with the mandatory
25 per cent. There are two aspects to the problem. On
the one hand, the banks have substantial funds for which
they are apparently not finding as much investment outlets as they would wish. On the other hand, the very
high liquidity of the commercial banking system could
be a source of further monetary instability were the
banks to expand their credit to anywhere near the full
potential of their resources.
The problem of excessive liquidity in the banks stems
mainly from developments in other sectors of the econ-

Mr. Chairman, Distinguished Ladies and Gentlemen,
Nothing goes for nothing is an expression well known
to every Nigerian. Every veteran dinner eater knows
there is a talk after the sweet. Usually not even the
sweetest talk can be as sweet as the sweet. This will
be no exception. My apologies. In this particular case
the only difference between me the speaker and you the
audience is that I have the onerous privilege of inflicting the thoughts that follow on you. Your consolation is
that there will be other occasions when you could avenge
yourself. However let me now express my deep appreciation to the Institute of Bankers for its kind gesture in
inviting me to give this address tonight-on the occasion
of its Annual Dinner.
Since this Annual Dinner marks an important occasion to the Banking Community I would like to use it
on your behalf to express the deepest sympathies and
condolences of this community to the Head of State and
through him to the whole Nigerian nation on the untimely and irreparable loss of General Murtala Ramat
Muhammed who was assassinated on 13th February,
1976. I have no doubt that your Annual Dinner usually
held in February had to be postponed till now in honour
of the late Head of State. Alive he offered a dynamic
and exemplary leadership. In death he continues to offer
inspiration; a national hero as no one else was before; a
standard by which his successors could be guided. The
depth of universal grief which pervaded this country was
the measure of his greatness. The fact that he left behind such able successors to carry on where he left off
is a testimony to his foresight and his love for men of
excellence. As a community I would like to pledge on
your behalf our loyalty and support to the present Head
of State, General Olusegun Obasanjo and the government.
The speed with which the Federal Military Government arrested the situation which was brought about by
the abortive coup and put it under control is itself evident of the reassurance that the business community and
especially the banking community expect for the stability
of the nation and the resilience of its economy. I now
wish to ask you, ladies and gentlemen, to rise and observe a two minute silence in remembrance of the late
General Murtala Ramat Muhammed.
No greater honour could be done by the banking community to the memory of the late Head of State than to
give its full cooperation to his successor General
Olusegun Obasanjo, to maintain confidence in the economy and give it the financial support for sustained growth.
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cent of the Federal Government's total revenue in 1975.
Oil has given the Federal G overnment command over a
considerable amount of resources. Its revenue from this
sou rce in the period since 1974 amounting to an estimated 31 per cent of the country's gross national product. It is obvious that the other sources of revenue could
not have been able to finance the huge developmental
and other government expenditures of recent years.
Through its spending, the Federal G ove rnment continues to exe rt considerable influence o n the course of
general development in certain sectors o f the economy.
For example, it has been one of the primary forces behind the rapidly expanding liq uid ity and purchasing
power of the private sector. This is evidenced by the big
increases in the banking system's liabilities to the private sector. The money supply increased at an average
of 32.8 per cent annually during the six-year period
through 1975. In 1974 and 1975, money supply rose by
33 and 75 per cent, respectively, the highest increase on
record.
If we take money supply, convent ionally defined, and
savings deposits together, the pattern of behaviour is still
the same; that is, growth at an ever increasing rate in the
past three years. For example, the latter aggregate increased at the rates of approximately 20, 40 and 70
per cent, respectively during 1973, I 974 and I 975.
Of course, it will be unrealistic to att ribute the rapid
monetary expansion to government spending alone. F or
ba nk credit to the private sector, another factor propelling monetary g rowth, was also rising fast during the
period under review, averaging a growth rate of 31.3
per cent per year. This looks like a large rate of increase
but it is nevertheless small relative to the resources available to the commercial banks. For as has already been
mentioned the vo lume of liquid assets in the commercial
banking system has; not only been growing at a rapid
pace, but it is also la rge relative to the banks' deposit
liabilities. The liquidity ratio, on the average, was well
above 60 per cent during the peri od 1970 to 1975. In
1975 alone, it averaged 68.5 per cent.
One majo r result of the rapid build-up of purchasing
power within the domestic economy ( in both th e private
and public sectors) is the acute inflatio nary pressures
which we have been experiencing for several years now.
Apart from 1968 when it declined marginally by less
than 1 per cent the consumer price index to the lower
income group has since 1974 been growing at rates well
in excess of 10 per cent annuall y. In 1975, the increase
reached a record rate. Increases in food prices, which
la rgely determine movement of the overall index, was a
most significant facto r.
Several factors underline the current inflation. These
include insufficient producti o n for the domestic market
and our grossly inadequate physical capacity to augment
supplies through importation in order to meet rapidly
expand ing aggregate demand. This is further aggravated
by the port congestion the dimension of which has infl icted severe damage o n the economy.

omy, particularly those associated with the balance of
payments and the fin ances of the public sector. Thus, I
think, I should begin by giving a brief review of recent
develo pments in the economy in o rder to place the problem in proper perspective. In this process I have perforce to quote some statistics a nd I have your indulgence
to do so.
As you are all aware, our balance of payments position continues to be strong. Thanks to oil exports, we have
been having surpluses during the past six years, with the
exception of 1972. The value of oil exports rose substantially every year during the period except last year
when it fell by 17 .5 per cent. Apart from rising volume,
favou rable price developments in the latter part o f the
period, especially in 1974, helped to boost receipts.
H owever, the value of non-oil exports continues to remain low, averagi ng 357.7 million Naira per year from
the period 1970 to 1975, compared with 400.8 million
Naira in 1965.
L ast year the b alance of payments surplus was about
158 million Naira as against 3 billio n Naira in 1974. F or
the first time in livi ng memory the capital account sustained a deficit, amounting to 35.5 million Naira, caused
by a net outfl ow of nea rly 157 million Naira in the nono il sector. This was due to a large outflow on account of
the Government's contributio n to international institutio ns and its payments for participation in insurance a nd
oil mining companies.
For some time now the current account of the non-oil
sector has been the major source of foreign exchange
leakage fro m the system. In 1975 the deficit of this sector reached an all-time-high of about 4,036 million Naira
compared with just less than 2, 175 million Naira a year
earlier and about 1,286 million Naira in 1973. The major
reason for th is was the very strong upward surge of
imports, the value of which rose by about 115 per cent
in 1975 compared with 42 per cent in 1974. The rising
impo rt bill can be explained by increasing vol ume partly
as a result o f the liberalization of imports and partly by
the payments system, and also by rising prices.
We have also been spending increasingly large sums
abroad in payments for services by both the oil and
non-oil sectors, although last year the amount dropped
for the first time in several years. I think that this was a
reflection of the growing participation of both the Government and indigeno us private businessmen in the
modern business sector of the economy.
One major result of the balance of payments developments in recent years has been our rapid accumulatio n
of external reserves, especially in 1974. External reserves which stood at I 80.4 million Naira at the end of
1970 had at the end of 1975, totalled 3,737 .4 million
Naira, equivalent of about twelve months' imports at the
1975 rate of importation.
Apart from being the dominant element in the country's balance of payments, oil has been the most important factor in its public finances. From about 28 per cent
in 1970, oil revenue accounted for an estimated 81 per
6

In the context of domestic demand recent production
trends have not been satisfactory. Manufacturing production in 1974 was virtually stagnant, having increased
by only 1 per cent compared with 1973. However, a
23 per cent increase was achieved .in 1975 but the volume of output in this sector has not been large relative
to overall output in the country. Agricultural production
since 1974 has been rising but not sufficiently. In that
year there was some recovery from the adverse effects of
the Sahelian drought, which had reduced output in the
preceding two years. The improved position was due
partly to government efforts such as the supply of agricultural inputs at subsidized prices, and partly to return
of normal weather conditions, the latter factor particularly benefiting food production. The nearly 4 per cent
increase in overall agricultural output contrasted with a
decline of about 3 per cent in 1973. Detailed statistics
are lacking, but there is no evidence to suggest that agricultural production did not expand further in 197 5.
At this juncture I should like to make one observation
regarding the structure of our output. Not only is the
proportion of gross production meant for domestic consumption small, but also much of the growth of total
output in recent years has come from oil exports. For
example, in 1973/ 74 the production of commodities
meant for direct use within the economy amounted to
less than 35 per cent of the gross domestic product.
And if we exclude agriculture, the picture is really frightening for the proportion is less than 9 per cent compared
with about 15 per cent in earlier years. What this means
is that the production of manufactured goods. houses
and other constructions, water and electricity is much
less than 9 per cent of total output. Clearly, enough is
not being produced for consumption within the economy. Exports, predominantly oil, accounted for the bulk
( 60 per cent) of the total increase in nominal GDP in
the five year period up to 1974. With considerably more
than half of total output consisting of services and exports, you can readil y realize what havoc rapidly rising
purchasing power can play on prices in the face of inadequate physical capacity to impo rt.
The problem created by inadequate production is further exacerbated by the poor transportaton system which
hinders easy and cheap movement of goods from areas
of production to those of consumption.
Ladies a nd gentlemen, what has emerged from the discussion so far are two related problems that face the
economy today. These are: inflation, now familiar to all
of us; and the generally low levels of output coupled
with unsatisfactory growth in some major sectors of the
economy. You will agree that this is a very short list
indeed. Other problems readily come to mind, e.g., high
rate of unemployment, overrapid urbanization and acute
shortage of trained personnel, but I do not think that it
is quite appropriate to discuss them here particularly in
view of the limited time available.
As I have already hinted the problem of inadequate
output and of slow growth in the non-oil sector, the

problem of excess liquidity in a country with so large a
population as ours and the existence of inflation on the
dimentions we have recently been witnessing are but
different facets of one central problem, to wit: our failure and inability to take full advantage of the immense
opportunities offered by the availability of funds by
employing them usefully for investment and growth.
The aspect of this central problem that immediately
concerns the banking system is of course what to do
with the huge amounts of funds for which it is apparently not finding enough investment outlets. Epitomizing
this problem is the unprecedentedly high cash ratios
which the commercial banks have had to maintain for
some time now, especially given the Federal Government policy, taken at the beginning of the 1975/ 76 fiscal
year, of keeping the volume of treasury bills constant
while phasing out treasury certificates. I hope that the
two money market instruments introduced last year-the
certificate of deposit and the bankers' unit fund and the
stabilizaton securities introduced recently would in due
course offer some relief to the banks.
But an important inference I want to draw on the
issue of excess liquidity is the need for us to recognize
that a large proportion of commercial bank resources at
our disposal are windfalls from exogenous sources. That
being the case, it seems to me indefensible for us to sit
tight on old-age orthodoxy in bills doctrine of lending
short without taking some risks in medium- and longterm investment especially when it is realized that the
resources at our disposal are earned from riskless and
painless sources. I have drawn your attention to the high
proportion which food prices constitute in our present
inflationary situation. Our contribution in arresting the
situation depends on the role we can play by moving
into agricultural investment. The " Operation Feed the
Nation" offers an opportunity to all of us. We should,
as a matter of caution, not wait till we are forced or
pushed by direct intervention to move to this new but
time-honoured old frontier of economic enterprise.
It is appropriate at this juncture to draw attention to
a certain trend in the banks' relations with members of
the public which seems to be developing and which
could tarnish the good image of the industry in the eyes
of their customers and the public at large if not quickly
arrested. I have had occasion to write this year to banks
on the need to get their branches to show more interest
in the problems of their regular customers and to be
more co-operative with others who may approach them
for information or banking services and generally to
make all those, who for one reason or another may
approach them in the course of their business, feel welcome. On an occasion like this, I need not say more
than that. It is in the interest of all banks to promote the
growth of the relatively undeveloped banking habit in
the country by being more friendly and co-operative.
Both management and staff at all levels and in all classes
of banks have a continuing responsibility in this regard.
I am sure that we shall all continue to uphold the tradi-
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tion of courteous service which is the hallmark of the
banking profession.
I should also like to mention briefly and I am happy
that the banking community has itself recognized the
acute congestion at the various banking offices in the
urban areas. This itself is, to me, a recognition by the
banking industry of too much concentration in the
"automatic growth areas" and the need for a spread.
The problem of banking congestion has both physical
and human aspects and requires dynamic approach in
your management technique and planning. Given the
rapidity with which banking consciousness has spread,
I am not convinced that the banking industry has
planned and geared itself for the challenge. Suffice it to
say that modern banking demands modern techniques
and we have to move in that direction.
Closely related is the need for a conscious policy on
your part to open branches in the rural areas. This itself
will afford you the opportunity to move to the more
challenging, but in the long run, more rewarding ventures in the rural areas from the standpoint of economic
and social development. This is the contribution we have
to make to the development of the neglected rural areas
and any short-term sacrifice we have to make will eventually prove to be very worthwhile for the banking community and the nation at large.
For some time now it has become apparent that the
effective demand for loanable funds has been lagging far
behind supply. Thus if a solution is to be found to the
excess liquidity problem at the banks we must tackle it
from the demand side. Lest I be mistaken, I should
hasten to add that the sort of demand I have in mind is
not demand for consumption but for productive purposes in the vital sectors of the economy. If I may
hazard a guess, one reason why such effective demand
for loans is inadequate may well be that people with
bankable projects are not coming forward in sufficient
numbers. It appears to me that a good proportion of our
indigenous businessmen do not know how to go about
identifying investment opportunities in manufacturing

and agriculture through scientific techniques such as
feasibility and market studies because they Jack the
necessary skills to perform this function, apart from the
dearth of management personnel to run them once they
are set up.
I would now like to make one suggestion which I
hope should go some way in filling this gap. Banks
should set up units or departments to undertake, on a
continuing basis, investment appraisal including feasibility and market studies, etc. and making such information generally available to their clients. This should
in the course of time give rise to effective demand for
bank funds required for medium- to long-term investment in productive projects. Thus my message is simply
this: we should go all out and help to create the right
type of demand for our funds. This may seem rather
unorthodox and burdensome but I think it is better than
just folding our arms in despair and doing nothing. I
believe that in the process of mopping up the excess
liquidity of the banks in this way, not only will employment opportunities expand and output vastly increase
but inflationary pressures will somehow moderate.
The solution that I have just suggested should not be
regarded as an oversimplification. I realize the lack of
adequate skilled-manpower and other deficiencies in our
infrastructure. However, such gaps must be regarded by
entrepreneurs both indigenous and foreign as well as
banks as a challenge and an opportunity for them to use
their talents and resources in a productive manner to
promote genuine economic and social development in
which all will benefit.
The Federal and State Governments have shown their
determination to play their own crucial part in providing
services and infrastructure that would be needed to
achieve the desired increase in output and improvement
in the standard of living of our people. To such assurance of cooperation and leadership from the public sector, the private sector will, I believe, respond with enthusiasm and innate efficiency.
Thank you for your attention.
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